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Moderator Lesley Thomson: Hi, everyone. Thanks for joining us. This is the session on the recent developments in International 
Accounting Standards (IAS). We are going to talk about both accounting standards and actuarial standards. My name is Lesley 
Thomson; I’m the chair of the CIA Task Force on International Actuarial Standards. I’m going to give some brief background to 
set the groundwork. I’m sure it will be repetitive to some of you; I apologize for that, but just so everyone’s on the same ground-
ing. I’m going to discuss the applicability of the new International Actuarial Association (IAA) papers that were just approved 
in Rome – their applicability to the work of FCIAs.

Next, David Congram is going to report. David Congram has been on the subcommittee which is actually writing the Interna-
tional Actuarial Standard. So, he has been very intimately involved. He’s going to give you a report on the papers themselves, 
and also give an introduction on the development of Phase 2 for insurance contracts. And then Mo, who is also heavily involved 
in International Actuarial Standards, and International Accounting Standards, is going to give you a little bit more information 
on the conceptual framework for Phase 2 for insurance contracts, which is where things look like there going at this point.

Just a brief background: the International Accounting Standards Board (IASB) is “committed to developing, in the public inter-
est, a single set of high quality global accounting standards that require transparent and comparable information in general 
purpose financial statements.” So, that’s their goal, and they have done a great job so far. They have actually published more than 
35 International Financial Reporting Standards (IFRS). By the end of this year, more than 90 countries around the world have 
said that they are going to accept those international financial reporting standards as their own Generally Accepted Accounting 
Principles (GAAP). There are actually three international accounting standards, in particular, that would affect the contracts 
that Canadian insurers write: IFRS 4 which covers insurance contracts; IAS 39 which covers financial instruments; and IAS 18 
which covers service contracts.

You might ask what contracts go in which standard? An insurance contract, something under IFRS 4 is defined to be “a con-
tract under which one party (the insurer) accepts significant insurance risk from another party (the policyholder) by agreeing 
to compensate the policyholder if a specified uncertain future event (the insured event) adversely affects the policyholder.” So, 
this would basically cover most term insurance, whole life insurance, life contingent annuities and property & casualty (P&C) 
contracts. IAS 39 covers financial instruments other than insurance contracts. This would cover most guaranteed investment 
certificates (GICs), and term certain annuities, and also deposit components of insurance contracts, or embedded derivatives of 
insurance contracts. IAS 18 covers service contracts or service components, and that would include things like administrative-
only contracts, and investment management fees. One thing that might be news to some of you is that some contracts that we 
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would consider one contract would be unbundled and the components in the contract might be covered under more than one 
of these standards. For example, a universal life contract might be split into its deposit component which is covered under IAS 
39, and its insurance component which is covered under IFRS 4. 

The development of accounting standards for insurance contracts has been very problematic. It’s been very hard to get agreement 
from everybody involved, so the IASB split that project into two phases: Phase 1 and Phase 2. IFRS 4 that I referred to before 
is really only Phase 1. It basically says follow your current GAAP, although there are certain restrictions to that – for example, 
you have to do a liability adequacy test – anyway, there are a whole number of them. But there really isn’t a method of valua-
tion for insurance contracts in IFRS 4. IFRS 4 right now just says “follow your own rules” – follow your current rules as long 
as they satisfy A, B, and C. Phase 2 is really where the development of true standards for insurance contracts will take place. 
Work has begun on that, it’s well under way, but it’s probably still a ways before we get there. Now, in the meantime, that’s all 
the accounting stuff. 

The actuarial side is the different track and that’s being undertaken by the IAA. They’ve been developing standards of practice 
for actuaries to provide further guidance for the application of the accounting standards that we were just talking about to 
particular types of contracts. These are the standards of practice that David Congram has been involved in creating. There are 
about ten of the papers all together. Seven of the papers have actually made it through the IAA’s due process and have been ap-
proved; they were approved at the IAA meeting in Rome last month. The first of seven deals with actuarial practice, this covers 
general guidance, like disclosure, and qualifications, and treatment of data. Actually, most of the stuff in the actuarial practice 
would already be in our rules and standards, so you’re not going to see anything much new there.

The second is measurement of investment contracts and service contracts which really is how to apply IAS 39 which is for finan-
cial instruments, and IAS 18 which is for service contracts. How to value those items. The third is current estimates which are 
what you would think of as best estimates, in other words, best estimate assumptions. It deals with the choice of assumptions 
when the method of valuation involves projecting liability cash flows. The term “current estimates” is used in the international 
arena. It’s used in the way we think of best estimates, because internationally “best estimates” has another meaning entirely to 
accountants. There is a fourth IAA paper on classification of contracts issued by insurers. This really tells you how to decide 
which of the accounting standards applies. How to unbundle your contracts when you need to, or which contracts are covered 
under IFRS 4, IAS 39, or IS18? The flow chart, that helps you decide what accounting standards apply to which pieces of which 
contracts, is a real work of art. You have to see it.

The fifth paper on changes in accounting policy is really needed to tell you whether your current GAAP will satisfy all the ifs, 
ands, or buts that you need to use your current GAAP for reporting under IFRS 4. If you want to make changes to your account-
ing policy, it would tell you whether the changes would be acceptable. The sixth is discretionary participation features which 
deals with things like participating insurance which are under IFRS 4. This IAA paper gives you guidance on assessing, whether 
a discretionary participation feature exists, and if one does how you measure it. And then the seventh is liability adequacy test-
ing. One of the requirements under IFRS 4 under Phase 1 is that your valuation method has to have a regular liability adequacy 
test. By that I mean there’s a minimum threshold for liabilities, and this paper provides guidance on the characteristics of the 
liability adequacy test that would be acceptable. There are some other papers dealing with embedded derivatives disclosure, 
reinsurance, and business combinations, but those haven’t yet been released for official comments. We’ve seen drafts of them 
but there’s nothing official out yet. And then I hear they’ve also started work on a paper on stochastic modeling, but I haven’t 
seen that at all. Okay, so that’s just a bit of background. 

The next topic that I would like to cover, just a little bit, is how those IAA papers apply to your work – what this really means 
for you. So far, all the IAA standards – they call them standards of practice or practice guidelines – all of the papers that I have 
talked about have been issued as class four. In the IAA classification scheme there’s class one, two, three, and four. Class four 
is advisory and is non-binding guidance, so its kind of like our educational notes. It’s good practice, and there’s usually good 
reason to follow it. But its not binding, and it says that it is not binding in it. There’s a possibility that some of the papers would 
be elevated to class three status which is closer to our standards of practice, but right now all of the papers are class four. That 
doesn’t mean you can ignore them completely, obviously. All CIA members are by virtue of being a member of the CIA are all 
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IAA members as well, and we are expected to be aware of “applicable” IAA standards. So, if these standards apply to your work, 
you are expected to be aware of them. I put the word applicable in quotes because that’s the operative word. We have to decide 
whether the standards are applicable. 

The scope of the IAA standards – and this is right out of the paper. Each of the seven papers has a statement of what their scope 
is. It is professional services related to the financial reporting of insurance contracts, financial instruments or service contracts 
in accordance with applicable IFRS. So, if you’re in a situation of providing actuarial services for the purpose of reporting the 
value of any of these contracts under International Financial Reporting Standards, then the class four standards, the IAA papers, 
apply to your work. This specifically will apply to CIA members doing financial reporting work in countries that have adopted 
IFRS as their own GAAP. Now, Canada has not done this, so IFRS is not Canadian GAAP. If you are doing Canadian financial 
reporting, and that’s all you’re doing, these papers don’t apply to your work – they’re not applicable. But if you are doing financial 
reporting for the purpose of statutory reporting in France, or Germany, or Australia, or the Caribbean, or any other country that 
has adopted International Financial Reporting standards as there own, then you are doing work in that country – even if your 
sitting in Canada – you’re doing work in that country, and these papers will apply to your work. Remember again that they are 
more like educational notes, in that they are not binding on your work, but you would be expected to be familiar with them, 
and apply them appropriately to your work.

Just to give a bit more background on how that works within the CIA. The CIA Bylaws and Rules of Professional Conduct require 
all of its members to follow local actuarial rules and practices. So, wherever your working, you’re supposed to follow the local 
actuarial practices, principles, and rules, and you also always have to follow the CIA Rules of Professional Conduct wherever 
you are, and whatever work you’re doing. Each country that you’re working in could have different standards of practice, they 
could have different guidance, could have different laws, and could have different actuarial practices. Though the goal of the 
IASB and the IAA is to harmonize all those standards and financial reporting, they’re not there yet. In fact, any country can 
adopt a version of the IASB accounting standards as its own GAAP, or they could adopt a version of the IAA papers as there own 
actuarial standards. Things are going to be closer together than they were, but for the time being, you could still have different 
standards, different actuarial practices in every country that you’re working in. So, if you’re doing financial reporting in Spain, 
you have to follow the Spanish version, if you’re doing financial reporting in Germany you have to follow the German version 
of the international standards that might be. Finally, the last thing that the CIA standards say is, if there are no local standards 
at all – if you’re working in a country that just doesn’t have any actuarial standards – then the CIA standards might provide 
guidance, the IAA papers might be useful in that situation, but that’s about it. That’s about all you have. So, that’s all I have to 
say about the applicability of the papers. I hope it’s helpful. If anybody has any questions, I’d be happy to answer. For now, I’d 
like to turn it over to David.

David J. Congram: Good afternoon. First of all, I am going to follow on from Lesley’s comments, and I’m going to focus more 
on giving you an update on exactly what’s happened, and where we stand and just some of the things that I think you should 
be quickly aware of, given the amount of time we have. Again, Lesley has already gone through the actual slides, but she did 
mention embedded derivatives, disclosure, and reinsurance. They are right in the middle of being tidied up. I’m expecting, prob-
ably in about a month’s time, that they will actually go into exposure in the same way as the other papers. There was basically 
two sets of exposure. The papers were split up into two parts: the first part went out last September; and then we have a piece 
coming out in November. The only other standard, or practice guideline, that is in place, that isn’t on that slide, is the glossary. 
And you do need the glossary to make sure you can tie these things together. 

What I’d like to do is just give you a little bit of flavor for the exposure. The exposure period was four months and we were 
actually very impressed with the number of responses that we received, plus also the quality of those responses. As you can 
see we have 15 different actuarial associations go through the papers and give their comments, which we thought was excel-
lent. We had four accounting bodies, two audit firms and two accounting bodies in different countries, and then we had some 
international insurers that gave us some comments, and there were three individuals. What I wanted to do, though, is just give 
you a quick view of some of the highlights of the comments we were given.
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The first issue was in terms of the GAAP governance and the role of the actuary, and really what the concern was that this is re-
ally being written under IASB, so IASB is really the standard. The question is, “Where does the role of the actuary fit, in terms of 
the program?” The concern was that we should make sure the standards address the different roles that the actuary could play. 
He could be doing the actual valuation, he could be doing a peer review, he could be doing an audit, he could be doing other 
reviews for different people. We felt it important that those different roles be brought out, and that was the first item. In terms 
of the role of the actuary there was concern that these papers may be perceived as interpreting the IFRS.

I’m dropping down to the next one. IFRS is the International Financial Reporting Standard, but IASB has the approach that if they 
have a question or need an interpretation of one of those standards, they have a separate interpretation body – the International 
Financial Reporting Interpretation Committee (IFRIC). It was perceived that the actuarial standards may actually be providing 
an interpretation of the standards. The accounting bodies were very concerned that we make that distinction clear. The govern-
ance piece – and I jumped down as I was talking – deals with exactly who is responsible for the financial statement. There was 
concern from the accounting bodies that we were saying that the actuary was responsible for making some assumptions. Under 
IAS, and under IFRS, it’s management who is putting the financial statement together. There was concern that we had got the 
tone incorrect in terms of the way we have approached the papers. That was more the real issue of trying to clarify exactly what 
the status of these papers was going to be. In terms of the actuarial side, there was tremendous concern on the words “should 
consider”. We had worked through, as we were drafting these standards different words. The IFRS uses the word “shall” as 
are a requirement. We had been asked to write the paper under different levels, in other words whether it would actually be a 
practice standard as opposed to a practice guideline. This word “should” really became problematic. Because of the concern of 
the actuarial bodies about subsidiarity, particularly in Europe, they really took us to task on these words “should consider” – that 
they could be interpreted that it was, in fact, a directive to some actuarial bodies. So, one of the major re-drafting requirements 
that we went through was to make sure that we did not use the words “should consider”. We basically put that in the standard 
more to insure it was more practice guidance (PG), as was the intent.

The third one was clarity on any binding authority. And here the concern was that the papers should be very clear as to who 
is requiring something to be done. So, we ended up going through, adjusting the papers, and we basically listed out the al-
ternative authorities so that we’ve made it now much clearer in the papers. First of all, whether the requirement was required 
by an IFRS, by the accounting standard. Secondly, we then made clear whether there were minimum requirements. Now, I’ll 
read these words: “The relevant code of professional conduct meets the minimum requirements of the IAA.” Okay, what does 
that mean? Well, to become a full association member of the IAA you have to have a rule of professional conduct that meets a 
certain minimum standard. That minimum standard places obligations on all members of the IAA. So, if the requirement was 
because of that minimum rule of professional conduct, we felt it was necessary to make sure it was clear. That was why this was 
a requirement. So, the third level of hierarchy is that some actuarial codes of professional conduct restrict practice even further, 
like the CIA’s Rules of Professional Conduct, which I’ll come to in a minute. 

The fourth layer of concern was whether a requirement was related to potentially a combination of the code and standards, 
because in some countries the actual balance between those two are not quite as clear. So, you can see that the real heavy focus 
of the comments that we received were much more on making sure that the paper was clear as to its intent, and ensure that we 
had clarified exactly who was providing the different authority to do these things. And that was really the changes we made. 
So, that was from the period of the comments coming in, and going forward to the council. 

So, the process was, we first of all had to have a four month exposure period. The next thing we had to do is we had to go 
through all the comments. We did go through every one of the comments, and basically put them by each paragraph so that 
we actually have a response for each of the comments. We had to make a report to council on that, that we had reviewed the 
comments individually, and then we had to make the accounting committee. I guess I should clarify: I’ve been on the drafting 
committee and it’s the actuarial standards subcommittee that had to vote that these standards were acceptable for the (if you’d 
like) the accounting committee. Then we had to submit them to the professionalism committee of the IAA and the professional-
ism committee’s role was to ensure that we had in fact followed the IAA’s due process. They did confirm – that we had followed 
the IAA’s due process – and then it was put to the vote of the council. There are fifty-four countries that have the right to vote 
on the council, and we did get unanimous consent. We now have unanimous consent for these seven standards. These are 
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practice guidelines they are not standards. So, otherwise, they’re educational notes, as Lesley has said, but I do think there are 
some implications of the fact that they have received such strong endorsement. 

I wanted to mention to you that there was a concern of the professionalism committee, and this is related to the concern that 
Lesley wrote. I’m bringing it to your attention because I think it’s important that you be aware of exactly what this means. On 
Lesley’s slide, she told you that as a member of the Canadian Institute of Actuaries you are, by dint of your membership of the 
Canadian Institute of Actuaries, a member of the IAA: “All fully qualified actuaries of full member associations shall automati-
cally be individual members.” In the UK, and in another couple of other actuarial associations, there was concern that by the 
fact that we are full association member, we are an individual member. The fact that these standards are in place, there is an 
obligation on every one of us as a member of the IAA to be aware of these standards and to be knowledgeable of the applicable 
standards. There was concern that that would go further than was intended. So, this is basically a concern of the professionalism 
committee, not of the standards that were written, but of the statute that have been put in place by the IAA and a concern that 
one of the principles of the IAA is subsidiarity, which means that the Canadian Institute deals with practice, obviously, in Canada 
above the IAA. So, it said that it was wanted to put in this particular set of conditions, but it’s pretty clear that they only apply if 
you’re doing IFRS work. But I would caution you, if you’re a Fellow of the Society, or if you’re a Fellow of the UK body, if that 
other professional organization adopts these standards or these practice guidelines for use (remember it’s a guideline, it is not 
a standard) then it means by your other professional organization you’re going to be bound. I use the word “bound” but they 
have been endorsed by that organization in the manner in which they endorse them. So that’s the first point I want to make.

If formally adopted by one of the IAA members, if required by statute regulation or other binding legal authority for use in 
connection with a relevant IFRS. The reason those words went in was because of some of the situations in Europe where, inter-
estingly, they have adapted the IFRS. They have made changes to the IFRS in terms of exactly how it applies, but they feel that 
the guidelines are valuable and should be taken into account by actuaries doing work. So, it is going to be the regulatory body 
that brings that into affect. So, that’s another way that these can be drawn in.

The next two I think are important to us. If the actuary represents to a principal, or other interested party, that professional 
services provided by the actuary have used the PG, or if the actuary’s principal, requires the actuary to use the PG – so, basically, 
this is providing a guiding principle in front of the standard as to its applicability. That was a big discussion in Rome. So, these 
practice guidelines are in place. The only points I want to make sure you realize – and this did come up in Rome again – is the 
fact that this is a mixed measurement model. It’s the terms of the IFRS that makes it a mixed measurement model, and so what 
this does is it raises this issue of consistency of measurement.

The reason I draw this again to your attention is because it came up twice in the discussion. The first part deals with assets and 
liabilities. We’ve had a number of CIA meetings where we have discussed this issue, and the influence we’ve been trying to 
bring on it. The second issue that I don’t think seemed to be appreciated, but was clearly brought out in the liability adequacy 
test paper is the situation on reinsurance and the requirement under reinsurance that you look at the liability as a gross liability 
and then you look at the asset of the ceded reinsurance. In other words, you’ve got a liability on one side and an asset from the 
reinsurance side. When they separate those two under IASB, they then apply all the rules that would apply to the two sides of 
the balance sheet, including the question of prudence under an asset. In other words, do you have the right to write up an asset? 
Normally, the requirements are that you would not have a right to write up an asset. So, if you now think about the situation 
where you have reinsurance, and lets say you have an adequacy concern on your direct side. Then the question is can you write 
up the reinsurance level to offset the strengthening that you put in on the direct side? If you separated them into two separate 
considerations you don’t have consistency. The only exception to that, of course, is if your doing both on a fair value basis. 
If you do both on a fair value basis you can increase the value of the asset. Again, it’s another example of the consistency of 
measurement. The reason that I’m harping on it, is because in the paper – and I’m just going to quote from the actuarial paper 
– “some codes of professional conduct impose related disclosure requirements on the actuary.” I’m talking about consistency. 
In addition, some codes of professional conduct require that the actuary “not be associated with anything which the member 
knows or should know is false or misleading.” That’s a direct quote from our Rules of Professional Conduct. So, that when 
you’re doing work internationally, that does mean that you have to consider that disclosure. I just raised that so that you know 
that Canadian actuaries are in a slightly different position than a number of other actuaries. I mentioned the credit risk on IAS 
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39 is still there, and that issue still exists. We’ve already talked about the inconsistency in the acceptance by jurisdiction. And 
the fall-back to rules of professional conduct, I’ve just talked about that.

So now I am going to switch to Phase 2 to give a little bit of an introduction. Phase 2 is really, at the moment, applying national 
standards to insurance contracts. Phase 2 is really to address the insurance side of the equation. This has tried to give you kind 
of a timetable. There’s a working party that the IASB has formed on the insurance side. We have a number of people at the table 
in that discussion the Canadian Institute of Chartered Accountants (CICA) has Phil Arthur sitting on that advisory group. Sam 
Gutterman, who is the chair of the IAA committee, also sits on that advisory group. So, we have some more people who are 
involved in this advisory group as well. 

They’ve been issuing a number of discussion papers, and I’m going to go through the types of things being discussed quickly. 
They’re expecting to issue a combined IASB and US Financial Accounting Standards Board (FASB), in other words, to try and 
bring more international flavor to this in early 2006. The exposure draft is expected by mid to late 2007, and the final standards 
in 2008. I remember three years ago telling you my questions as to whether we really would have any practice guidelines on 
Phase 1 in place in three years. I can tell you now it happened, so I don’t think we should ignore this 2008 delivery date. So, if 
we want to influence, now is our time to influence. 

These are some of the discussion topics. What I have done here is I’ve listed the ones that are appearing under the IASB-sponsored 
working group, and I’ve also listed the papers that the IAA have been working on. On the IAA, the very first one is conceptual 
framework, and Mo’s going to give you a lot more background into that so I’m not going to comment on that. You’ll see the model 
is being focused on by the working group is the first one, but you can see some very familiar discounting is there, asset/liability 
interaction. The working group is very concern about consistency, so I really do think we have got the attention of the work-
ing group, and the IASB are also listening. Risk adjustment is there, policyholder behavior, policyholder options, participating 
contracts, performance linkage. So, you can see there is a very close link in terms of how the IAA is trying to influence as well 
as how it’s being done by the working party.

I’m going to go through this very quickly, but I want to give you a flavor for the four models that they are looking at. On the 
life side, they basically call these A, B, C, D, but I’m going to be very fast in describing them to you. The lock-in approach (A), 
they are looking at these four models. They are looking at these as examples of these approaches the accounting model that 
could be adopted for the insurance product. They have done this separately for life insurance and for P&C. On the lock-in ap-
proach, this is basically you set your assumptions that issue you are locked in for the life time of the policy. The only exception 
is loss recognition, US Financial Accounting Standard (FAS) 60 if you like. Amortized cost (B), this is using IAS 39’s definition 
of amortized cost where you effectively determine an equivalent interest rate that you use. IAS 39 requires you to re-look at the 
assumptions each year, but you don’t change the discount rate in doing that process. So, that’s the second one. Current entry 
(C) and current exit (D) they are both futuristic, looking at the future cash flows and discounting future cash flows. The first 
one is looking at an entry approach, the second one is looking at an exit approach – in other words the sale basis. The first one, 
current entry, is really looking at current pricing – you’d apply current pricing to terminal liabilities. Those are the four models 
that are being looked at on life. 

The four models that have been looked at on the P&C side. I’ve used the phrase “current approach”, and what I mean by cur-
rent approach is the IASB’s definition of current approach (A): unearned premium with a liability test; establishing a deferred 
acquisition cost; it’s undiscounted claim liabilities; and it’s the use of IAS 39 as your asset base. Effectively, the way US GAAP 
is looking at P&C at the present time. The second one (B) approaches the liabilities, unearned premium, deferred acquisition 
cost, but allows you to amortize cost on the assets. In other words, it is allowing you to effectively back the liabilities with a 
specific block of assets. That’s the concept that’s being thought of there. On approach C, it’s really the same as A but here claim 
liabilities would be discounted with risk margins, bringing in the concept of discounting. Four (D) is really the whole concept 
of moving to future cash flows, unearned premium would be removed, and it would be futuristic with discounting and risk 
margins as well. Those are the sort of two models that are being discussed in Europe quite actively. There have been a number 
of sponsored meetings that have been taking place in Europe.



Recent Developments in International Accounting (Session 3606) 7

Proceedings of the Canadian Institute of Actuaries, Vol. XXXVI, No. 2, June 2005

I am actually very encouraged with the discussion. On the life insurance model, the discussion really is should we use current 
entry or current exit? So, its really moving it up to a much more similar to the Canadian model effect. On the P&C side, the 
discussion is whether they should us an unearned premium and deferred acquisition, or whether they should go the full future 
cash flows route. Those are the two they are looking at. That’s encouraging to me that Europe is making that. The big question 
is what will happen when that discussion moves to North America, and obviously the US gets more involved? It’s going to be 
interesting how that proceeds. I can’t resist but put up a slide “How can the CIA influence the IASB on Insurance” because I 
think this is very important, and I’ve certainly been appreciative of Charles McLeod’s initiative in doing this. We’ve sort of listed 
it out. We should really support the efforts of the IAA. In that regard, Mo has been very active, and Paul McCrossan, you know, 
has been very active. I’m going to be stepping back from the drafting but Steve Humphreys, Harold Hugel, and Kim Eng are 
going to step in. We’re still going to have a very active role on the IAA subcommittee. Work with the CICA, in other words we 
feel that we really need to have the best we can get, a single Canadian voice. I’m on the CICA’s insurance committee looking at 
this, with Phil Arthur, who is the chair of that committee. I think we have got a strong voice with the CICA. 

The next one is building alliances with other influential organizations, and I think the most important one that I’ve seen so far 
is the IAIS which is The International Association of Insurance Supervisors. (Did I get that right?)

This has been a very interesting initiative that has taken place because the International Association of Regulators are consider-
ing whether they could have the model that’s very similar to the way we operate in Canada – which is, use the Canadian GAAP 
accounting, and then look at a risk base capital requirement on top of that. Obviously, in most of the other countries, they’re 
still on the basis of separate statements for GAAP and for statutory accounting. The issues for me, though, are, the IAIS has put 
together a committee and they have submitted a document. They did ask the IAA for comment, we did comment. We were 
very encouraged with the approach. Let me just go through these quickly, future cash flows in respect of portfolio policies, total 
financial resources larger than the current surrender value. The IASB has been pushing that the deposit floor be in the liabilities. 
What the supervisors are saying is the deposit floor could be met by the sum of your liabilities plus your capital. That’s really 
the issue that you should be looking at, which I’m encouraged by because it allows the liabilities to be set in their appropriate 
fashion. Consistent measurement basis for assets and liabilities, here it comes again thundering back at the IASB. 

The IASB are really listening. They look at this as an accounting inconsistency, and then a economic inconsistency. I think if 
a company is mismatched on a economic basis, then they want that showing in the accounts – and I think so do we. But if 
its an accounting basis, they’re really questioning whether that should come out. So, they really are addressing this issue. I’m 
not going to take up more time, but you can just see by going through that list that it’s really supporting us – and Mo will be 
happy because “own credit worthiness” is unacceptable. [Laughter.] So, I know he’s going to be pleased with that. [Laughter.] 
Thanks, very much 

Panelist Morris W. Chambers: Good afternoon. Before I start into my sort of semi-prepared remarks, I have a couple of comments 
on David’s material – now, if I can get my mind back to what they were. [Laughter.] In particular, what we are encouraged by 
– and David referred to this – the fact that the IASB now seems to be listening. I think a good deal of the reason for that is that 
the IASB really got it’s eyes opened when a lot of what it was introducing for Phase 1 – they were pushing it forward in order 
to meet the 2005 deadline for the European Union – and the European Union turned around and said, “No way, we don’t like 
it.” And that was a real kick in the pants for the IASB, and I think that they don’t want to face that kind of political defeat in the 
future, so they are really going to be listening particularly to the IAIS. Fortunately, the IAIS is taking a position that – as David 
has indicated and I’m inclined to agree – is very forward looking. It holds real promise, but you never know. 

In 1997, the International Accounting Standards Committee (IASC) turned its attention to this issue of accounting standards 
for insurance contracts, and I emphasize “for insurance contracts” – not for insurance. [Laughter.] Since the initiation of that 
project, the International Actuarial Association has been discussing the topic with representatives and staff first of the IASC, and 
subsequent to its restructuring in 2001, of the International Accounting Standards Board, the IASB. By the way the IASC still 
exists, it’s changed slightly in it is now of the IASCF, the International Accounting Standards Committee Foundation, because 
their role is to raise money. For the sake of brevity, and to avoid confusion – particularly my own – in the rest of my remarks, 
I’ll refer to the IASB when I might really mean the IASC.
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Initially, the IASB had set its sights on developing a completely new, and perhaps revolutionary, accounting approach to insurance 
through the use of fair values – whatever that might be and they didn’t know. The IAA and its representatives in these discus-
sions, particularly the Canadians and the Australians were supportive of this direction, but it must be admitted that there was 
some hesitancy on the part of many of the European and Japanese actuaries. And many American actuaries were in the latter 
camp, as well. But my impression is that those who where directly involved were more forward looking. It was the people back 
at home that where looking backwards. That’s not to say that there were not disagreements with certain details of the approach 
being taken by the IASB. We know the story about credit worthiness. Many of the issues that arose have been presented repeat-
edly at the CIA sessions over the past seven years. In my view, a great deal of progress was made in influencing the views of the 
IASB, in large measure due to the efforts of Paul McCrossan and Sam Gutterman.

[Editor’s Note: A portion of the session recording was unavailable for transcription.] 

From our perspective the logical approach is to measure the item, and then if its value is material we conclude that it should be 
recognized. In the inter-profession discussions over the period there were regular instances where the actuarial proposals were 
made. Accountants agreed they made perfect sense but they could not be accepted or adopted by the accountants because they 
were in conflict with the IASB’s “conceptual framework”. So what’s the conceptual framework, and why does it seem to be an 
impediment to progress?

The conceptual framework was approved by the IASC in 1989, and it was adopted by the IASB at the restructuring in 2001. 
The conceptual framework is not itself a standard, rather it’s a set of guidelines which in theory are placed at the top of the 
hierarchy of the IASB’s documentation. Despite this apparent pre-eminent position, the IASB has overridden the framework on 
several occasions. These guidelines were developed and adopted for a variety of purposes. The principal ones were to assist the 
IASB in the development of future international accounting standards and in its review of existing standards, to provide a basis 
for reducing the number of alternative accounting treatments permitted by the international accounting standards, and – not 
surprisingly – to provide a foundation upon which to build the international standards.

The framework document deals with, first, the objective of financial statements. Second, the qualitative characteristics that 
determine usefulness of information in financial statements. Third, the definition, recognition, and measurement of the ele-
ments from which financial statements are constructed. And, finally, concepts of capital and capital maintenance. Of these, the 
third – that is definition, recognition and measurement – is the one that has frequently been the stumbling block in our efforts 
to influence the direction of the insurance contract standards. I intimated that in our negotiations and discussions it seemed, 
from time to time, that the framework was carved in stone because of course things that we suggested were in conflict. And that 
intimation was therefore that the framework is immutable – but, in fact, that’s not the case at all. The introduction to the docu-
ments states specifically that, and I quote again, “The framework will be revised from time to time on the basis of the Board’s 
experience in working with it.” Nevertheless, it’s my understanding that it has not been changed since its promulgation in 1989. 
However, after having been diverted for a couple of years to deal with the pressure of the looming 2005 European Union deadline 
for an applicable set of accounting standards, the IASB is now turning its attention to the review, and we hope revision, of its 
framework. The task is being undertaken jointly with the FASB in an attempt to converge to a common conceptual framework. 
Interestingly the FASB does have a framework, but it does not hold the pre-eminent position in its hierarchy that does that of 
the IASB. In fact, the FASB framework carries no more authority than an academic paper. Consequently, in this joint effort, not 
only do the IASB and FASB have to arrive at a common conceptual framework, but they also have to agree on where it fits in 
their hierarchies. At least part of the reason for turning to the framework at this time is the realization by the IASB that all of 
the models – you’ll recall the four life and the four P&C models that David had shown you – are in conflict and violation of the 
current framework. In fact, the latest version of IAS 37 also appears to violate the framework. So, the IAA insurance accounting 
committee – I have to tell you, that I never before believed that you can get tongue tied on vowels, but in this area, you can! 
– has formed a task force to develop an IAA position with respect to the IASB conceptual framework, so that the IAA will be in 
a position to respond to, and we hope, influence this joint IASB/FASB activity. 

There are two principal conceptual problems with the current framework, first it’s been written from the perspective of the 
primacy of the efficient market hypothesis – we have all heard of the efficient market hypothesis. So, the framework presumes 
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that individuals always act rationally, in an economic sense, to maximize there financial benefit. However, in the financial service 
industry, as well as in other fields, we know that such is not necessarily the case. In fact, whether they realize it or not, financial 
institutions have for decades been managing their businesses using principles of behavioral economics. For example, the efficient 
market hypothesis would suggest that at such point the cash value of an insurance policy is greater than the liability being held 
by the insurer, the policyholder will surrender the policy in order to reap the presumed gain from the difference between the 
two. Consequently, the efficient market hypothesis creates a double barreled argument for the cash value floor. First, so that 
the insurer is certain of having the funds available to meet the demands of these presumed rational policyholders, and second 
because in a perverse way holding the cash value floors seems to eliminate the advantage that’s created by the gain on surrender. 
Of course, we all know the policyholders do not surrender under such conditions. They’re motivated by individual and personal 
reasons, usually involving their own perceptions of utility value – not for the reasons that the efficient market hypothesis would 
dictate. Therefore, the IAA task force is taking the position that the IASB framework should replace its efficient market hypothesis 
perspective with a view that embodies modern behavioral economics. However, introducing behavioral economics requires that 
the accounting profession address the second major problem with the framework, its view of probability.

Currently the accounting profession addresses the issue of probability by using words and expressions like “probable”, ‘expected”, 
and “most likely”. These words influence the practitioner to address recognition and measurement issues in relatively black and 
white terms. Consequently, there’s a tendency for an accountant not to recognize an event whose probability of occurrence is 
less than 50 percent. To incorporate behavioral economics, the framework must avoid such terminology, and replace it with the 
concept of probability estimates. And again, for example, in dealing with the crucial matter of recognition in paragraph 83, the 
framework states that an element should be recognized if, and I’ll quote again, “it is probable that any future economic benefit 
associated with the item will flow to or from the enterprise.” The IAA task force will propose that this be amended so that an 
element is recognized if there is current credible information that a future economic benefit may flow to and from the enterprise. 
There are a number of references in the document where changes of this nature are required. 

The IAA task force considers that most such changes to the framework are necessary prior to the development of Phase 2 of 
the insurance contract standards. David indicated that they are turning to Phase 2 and they have this 2008 deadline. Don’t 
forget that the IASB and FASB are working jointly on the conceptual framework. I’m not sure they have a deadline, so there is 
a danger that the IASB, and in particular its partner in the framework project, the FASB, will not view its work to be crucial to 
Phase 2. As the IAA has seen over the past seven years a viable and consistent fair value model is simply not conceivable under 
the constraints of the current conceptual framework. So, really for us to be successful, the conceptual framework has to be 
changed before we get to Phase 2. Anyway, that’s where we are at, stay tuned, and please – for all our sakes – keep your fingers 
crossed. [Laughter.]

Moderator Thomson: Okay, thanks. I think we’ve got time for some questions. Sorry, I didn’t get any handouts to you in time. 
If anybody would like a copy of the slides just leave me your card, and I’ll email them to you. Anybody have any questions or 
comments they would like to make? Okay. Thanks, very much. [Applause.]


